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Technical Analysis: USD/Gold 

30% downside for the USD 
 
COMMODITY | GOLD | TECHNICAL ANALYSIS 

• The dollar index (DXY) is currently moving in a secular downtrend based on the 98- 
month cycle 

• Near term target DXY : 93 / Long term target DXY : 73 
• Gold/Silver to do well exceptionally under a weak dollar environment 
• Negative real interest rates to provide more tailwind for Gold/Silver 

 
98 Month cyclical top 
Since 1970s, the DXY has been following a 98-month cycle or approximately 8 year where 
it forms a cyclical top at the end of the 98

th
 month. Each cyclical top is then followed by 

massive selloff resulting in the DXY collapsing back to the previous low from the prior 
downtrend. The selloffs ranged from 12% to 42% over the last four cycle.  

Figure 1. 98-month cyclical top is formed, calling a 30% downside in DXY 

 
Source: Bloomberg 

In total, there were four instances where the DXY traded around 98-month cycle: 

1) The largest selloff from the 98 month cycle happened exactly in the first cycle in 
June 1985 which took 104 months to form, caused the DXY to peak out at 164 and 
subsequently crashed to a low of 85.33 in December 1987 resulting in 42% loss.  

2) The next cycle took 108 months to establish again in February 1994 where the 
DXY tumbled 15% from a high of 97 to a low of 80.05.  

3) Another cyclical top happened in July 2001 which took 89 months to complete, 
successfully turned the uptrend around and started a major selloff taking the DXY 
down 40% from a high of 121 to a low of 70.69. 

4) The most recent cyclical top was formed in April 2009 which took 92 months to 
formalize worked like a charm once again as it steered the DXY into another 
downtrend, taking the DXY down by 12% from 89.60 to 72.83. 

Notice how every cyclical top results in a selloff that is in the order of magnitude that 
retests its prior respective lows and each cyclical top is being signaled by bearish price 
action such as Bearish Engulfing/Outside Bar or Shooting star.  
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Tradable instruments: 
 
PowerShares DB US Dollar Index Bear 
– (AMEX:UDN) 
The UDN is an exchange traded fund that 
tracks the changes in value of Euro, 
Japanese Yen, Canadian Dollar, Swedish 
Krona and Swiss France relative to the US 
Dollar. It shorts the USDX contracts, 
essentially shorting the US Dollar and long 
the Euro, Japanese Yen, Canadian Dollar, 
Swedish Krona and Swiss France. 

 
 

 
SPDR GLD US$ – (SGX:O87) 
SPDR Gold Trust – (AMEX:GLD) 
SPDR Gold Shares (GLD) is an exchange-
traded fund (ETF) that offers investors an 
innovative, relatively cost efficient and 
secure way to access the gold market. 
SPDR Gold Shares are intended to offer 
investors a means of participating in the 
gold bullion market without the necessity 
of taking physical delivery of gold, and to 
buy and sell that interest through the 
trading of security on a regulated stock 
exchange. 

 
GLDUSD (Phillip Futures) 
 

Ishares Silver Trust – (AMEX:SLV) 
The Ishares Silver Trust (SLV) is an 
exchange-traded fund (ETF) that seeks to 
reflect generally the performance of the 
price of silver 
 

SLVUSD (Phillip Futures) 
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If we were to use the April 2009 cyclical top as the reference point for the current cycle 
calculation, using the 98-month average will bring us to May 2017. In other words, the 
range around May 2017 will be the timeframe to look out for the next cyclical top within 
the DXY. Keep in mind the 98-month cycle is a rough estimation of where to locate the 
cyclical top.  

With the benefit of hindsight, the strong Bearish Outside bar rejection off the 103.50 
resistance recently in January 2017 is pointing out that a new cyclical top has been formed. 
That also suggest the current cyclical top took 94 months to finalize which is well in range 
of the cyclical top formation of 89 months to 108 months. If history were to repeat, there 
is a high chance that the DXY will move into a forceful downtrend next to retest the 
previous decade low of 73 -  72. That move will translate into a -30% loss.  

Near term target for the DXY will be around the 92.61 range low. 

Long Term Fibonacci Retracement Level 
To better pinpoint the exact timing of the cyclical top, we did a thorough price action study 
and the conclusion was that the DXY is still stuck in a depressed long term downtrend. We 
noticed the DXY tends to react to critical Fibonacci Retracement Level that was originated 
from prior long term downtrend. 

Figure 2. 61.8% critical Fibonacci Retracement Level currently resisting price 

 

Source: Bloomberg 

During the recovery phase in 1995 – 2001, the DXY was moving in a stable uptrend. 
However, as it neared the 50% Fibonacci Retracement level (121) that was established in 
the downtrend since 1985, the DXY eventually reversed and turn into a downtrend in July 
2001. Moreover, this bearish rejection off the 50% Fibonacci Retracement level happened 
in line with the 90-month cycle and was signaled by a Bearish Outside Bar and RSI Bearish 
Divergence as well.  

Fast forward to current times, the DXY made another strong recovery since 2011 but the 
bullish momentum appears ready to reverse. The DXY once again reacted violently to the 
61.8% Fibonacci Retracement level from the 2002 downtrend resulted in the formation of 
a Bearish Outside Bar rejection in January 2017. Furthermore, the current bearish rejection 
was in conjunction with the new 98-month cyclical top and RSI Bearish Divergence. The 
DXY has also closed back below the 100 psychological round number which successfully 
turned the sentiment back into the bearish camp.  

Notice how similar the current cyclical top is to the one in July 2001. Both cyclical top were 
signaled by Bearish Outside Bar rejection off the respective critical Fibonacci Retracement 
level. In addition, the bearish rejection was also signaled by a broader bearish formation, 
heads and shoulder pattern/triple top pattern with RSI Bearish Divergence.  

 

  

 

VanEck Vectors Gold Miners ETF – 
(AMEX:GDX) 
The VanEck Vectors Gold Miners ETF seeks 
to replicate as closely as possible, before 
fees and expenses, the price and yield 
performance of the NYSE Arca Gold Miners 
Index. The Index in intended to track the 
overall performance of companies involved 
in the gold mining industry. 
The NYSE Acra Gold Miners Index is a 
modified market capitalisation weighted 
index primarily comprised of publicly 
traded companies involved in the mining of 
gold and silver. 
 
 
 

VanEck Vectors Junior Gold Miners 
ETF – (AMEX:GDXJ) 
The VanEck Vectors Junior Gold Miners ETF 
tracks a market cap weighted index of 
global gold and silver mining firms, 
focusing on SMALL-CAPS. 
GDXJ covers precious metals mining firms 
below the market cap cutoff for GDX. 
Its portfolio sometimes has more market 
risk due to the risker nature of these 
smaller miners. 
 
 
 

PureFunds ISE Junior SIL ETF – 
(AMEX:SILJ) 
The PureFunds ISE Junior Silver ETF tracks a 
modified market cap weighted index of 
small cap silver mining and exploration 
companies. 
 
 
 

 
 
 
 
The US Dollar Index is an index of the 
United States dollar relative to a basket of 
foreign currencies, mainly against the Euro, 
Japanese Yen, Pound Sterling, Canadian 
Dollar, Swedish Krona and Swiss France. 

https://www.phillipetf.com/FundFinder.aspx?fname=gdx
https://www.phillipetf.com/FundFinder.aspx?fname=gdx
http://www.phillipetf.com/FundFinder.aspx?f=001296
http://www.phillipetf.com/FundFinder.aspx?f=001296
http://www.phillipetf.com/FundFinder.aspx?f=000486
http://www.phillipetf.com/FundFinder.aspx?f=000486
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Figure 3. DXY Monthly chart - Neckline/uptrend line broken to the downside  

 
Source: Bloomberg 

Once the neckline (uptrend line) from the 2001 Head and shoulders pattern was broken to 
the downside in May 2002, the DXY officially shifted into a secular downtrend. The bearish 
break below the neckline was the confirmation of the downtrend and the trigger for 
further selling. Additionally, the Relative Strength Index (RSI) was also signaling a 
weakening momentum as a bearish divergence occurred.  

RSI reading above 70 signals an overbought condition while a RSI reading below 30 signals 
an oversold condition.  

The bearish divergence is shown by the RSI forming a series of lower high while the DXY 
forms a series of higher high. The first warning sign was flashed in October 2000 when the 
RSI hit a high of 74, suggesting the top might be near. Two more series of lower high for 
the RSI appeared in June 2001 and January 2002 at 68 and 65 respectively further 
confirmed the bearish divergence as the DXY continued to make higher high. Combining 
the bearish break of the neckline, RSI bearish divergence and 98-month cycle pretty much 
warned about the major trend reversal in 2001 where the high was formed at 121 and the 
DXY subsequently crashed 41% to a low of 70.70. 

A similar pattern is playing out once again, screaming RSI bearish divergence, head and 
shoulders/triple top pattern and 98-month cycle. An extreme overbought condition was 
met recently in March 2015 as the RSI stood at 82. Another lower high reading in the RSI 
appeared in November 2015 at 72 while the DXY continued to break new higher high. The 
last confirmation of the bearish divergence happened in December 2016 as the RSI put in 
another lower high point at 67 while the DXY produced another higher high point, 
confirming the cyclical peak at 103.65.  

Moreover, the neckline/uptrend line for the head and shoulder pattern was also broken to 
the downside recently in May 2017 confirmed the bearish narrative and the start of a new 
secular bear market in DXY.  

Another stark warning from the RSI was shown back in February 1985 when the RSI spiked 
to an extreme overbought region of 82, similar to the current environment where the RSI 
spiked to 82 in March 2015.The DXY began collapsing after the RSI renormalized back 
below the 70 overbought region in March 1985 which kick started the new secular 
downtrend in line with the 98-month cycle. That was the largest downturn in the DXY with 
a 50% drawdown. 

Hence, expect the current downturn to suffer a similar price action for the DXY to retest 
the 73 - 72 previous low range. 
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The RSI provides a good indication of extreme euphoria and extreme buying in the 
monthly timeframe when it exceeds the 70 overbought region because it takes a 
prolonged period of excessive buying to form which also provides a great deal of downside 
when the trend changes as show in the 1985 and 2001 secular downtrend. 

All the stars are a line in terms of warning about a significant trend change to downside for 
the DXY.  

Gold to do well under the DXY secular downtrend 
On the flip side, Gold performed spectacularly well during the dollar cyclical downturn 
shown in the following chart. Gold also exhibits a similar 8 year cycle (96months) where it 
finds a cyclical low in every 8 years as explained in the “8 year cycle report” 

 

Figure 4. Gold vs DXY 

 
Source: Bloomberg 

Negative real interest rate – signaling the start of a Gold bull market 
Gold tends do well in a declining real interest rate environment especially when the real 
interest rate falls below 0% into negative territory. Real interest rate is defined as the 
inflation adjusted interest rate and the measure that we use is the 10-year treasury yield 
less the consumer price index YoY change.  

 

Figure 5. Gold acting as the inflation hedge during negative real interest rate environment 

 
Source: Bloomberg 

http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
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Historically, when the real interest rate declined steeply into the negative zone, it provided 
a good signal for the upcoming Gold rush. In August 1973, when the real interest rate first 
dipped below the 0 level, it subsequently signaled a Gold rally of 72%. The largest move in 
Gold came in November 1978 when the rate interest rate went into negative territory. 
Gold followed with a 237% appreciation as the real interest rate hit an extreme low of -
4.3% in June 1980. Three more recent example when the rate rates entered into negative 
area occurred in September 2005, November 2007 and May 2011 where Gold reacted as 
an inflation hedge once again, gaining 107%, 24% and 19% respectively during the 
negative real rates environment.  

Another flashing signal appeared lately in January 2017 when the real interest rate hit a 
low of -0.047%. If history is any precedence, we could expect Gold to take off in another 
bull run under the current negative real interest rate environment.  

The reason why Gold does well under a negative real rates environment is because of the 
inflation hedge properties. In other words, by investing in treasury bonds when the yield is 
lesser than the inflation rate, investors stand to lose purchasing power. Hence, Gold 
naturally becomes the preferred asset under such condition due to the inflation hedge 
aspect and store of value properties which has been proven true historically. 

XAU/S&P 500 ratio – signaling the start of a Gold bull market 
The performance of the Miners within the Philadelphia Gold and Silver index has greatly 
underperform the S&P 500 companies since 2011 when the XAU/S&P 500 ratio fell from a 
high of 0.18 to a depressed level of 0.022 in November 2015. The last time the XAU/S&P 
500 ratio was at such a depressed level was in October 2000,  where Gold subsequently 
turned into a secular bull market in line with the 8 year cycle and appreciated 261% in the 
following 7 years. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Philadelphia Gold and Silver index 
(XAU) is an index of 30 precious metal 
mining companies listed on the 
Philadelphia stock exchange. 

Figure 6. XAU/S&P 500 ratio vs Gold 

 
Source: Bloomberg 

 

As the XAU/S&P 500 ratio enters into a reversion to the mean mode from the extreme low 
point, it provided a good signal of an upcoming bull market as the gold/silver miners 
outperform the broad base equity market.  

The recent reversal in the XAU/S&P 500 ratio from the extreme low of 0.022 in November 
2015 has correctly predicted the 8-year cyclical bottom in Gold as Gold rebounded sharply 
off the 1061 low. If the reversion to mean pattern holds for the XAU/S&P 500 ratio, then 
we can expect Gold to continue to move along the new secular uptrend since November 
2015 to retest the 1920 all-time high.  
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Gold Commercial short position – signaling the start of a Gold bull market 
The Commitment of Traders report from the Commercial short position offers a better 
story of what is happening within the Gold Market as the Miners know better in terms of 
the physical supply and demand dynamics. A low reading will mean the Miners are less 
willing to hedge their Gold exposure as they anticipates higher Gold price while a high 
reading suggests Miners are actively hedging their Gold exposure as they anticipates lower 
Gold price. 

 

Figure 7. Gold Commercial Short contracts vs Gold 

 
Source: Bloomberg 

Under current market environment, the low range in the short contracts is approximately 
around 168,000 contracts while the high range is approximately around 391,000 contracts.  

In November 2008, when the Commercial Short contracts reached the extreme low of 
168,000 contracts, Gold perfectly bottomed out as the Miners expected higher prices. A 
similar occurrence happened again in December 2015 when the Commercial short 
contracts hit a record low of 158,000 contracts showing the willingness of the Miners to 
get exposed to the Gold price movement. The Miners once again perfectly predicted the 
movement in Gold as it formed the cyclical low and entered into a secular bull market. The 
run up in Gold during that period was a 25% rally. 

On the other hand, when the Miners are extremely hedged as reflected by the Commercial 
Short contracts exceeding 391,000 contracts, a major sell off in Gold usually follows. In 
January 2008, the Commercial Shorts contracts hit the 391,000 contracts, resulted in a 
18% correction in Gold.  

The 2011 all-time high in Gold was also signaled by the Miners as the Commercial Short 
contracts hit a high of 443,000 contracts in August 2011 which ultimately spelled the top in 
Gold the following month in September 2011. Gold fell 15% during that period and 
ultimately reversed the prior uptrend.  

Another major selloff in Gold came in September 2012 and November 2012 when the 
Commercial short contracts exceeded the 391,000 contracts once again, knocking Gold 
down 30% from a high of 1781 to a low of 1215. 

The recent selloff in the second half of 2016 was also foreseen by the Miners as they were 
extremely hedged in their Gold exposure with the Commercial Short contracts reaching a 
peak of 464,000 contracts in July 2016. The extreme short positions lead to a 16% decline 
in Gold price from 1356 to 1132.  
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The current outlook from the commercial short contract still supports the bullish thesis in 
Gold as the Miners remain relatively neutral in their hedge books. As long as the 
Commercial short contracts remains below the 391,000 extreme level, Gold should 
continue to move comfortably within the secular uptrend.  

In summary, the new secular downtrend in the DXY based on the 98-month cycle will 
greatly benefit Gold/Silver moving forward and we reiterate our bullish view on Gold and 
Silver with the long term target of 1920 and 48 respectively. 

 

Appendix: Interest rate hike cycle can weaken the DXY 
Historically, when the Fed is behind the curve in raising rates, as suggested by the negative Fed Fund Rate and Taylor Rule spread, 
the effect is a weaker DXY. The DXY enters into prolonged bear market when the Fed enters into a rate hike cycle to chase inflation. 
A negative spread suggests a lower Fed Funds Rate as oppose to the Taylor Rule inferred interest rate.  

Figure 8. DXY vs FFR Taylor Rule 

 
* Vertical line demarcates the start of the rate hike cycle                                     Source: Bloomberg 

For example, in November 1976, the Fed embarked on a rate hike cycle where they took the Fed Fund Rate up from 4.75% to 9.8% 
over 2 years with no effect on stifling the dollar selloff. The rate hike cycle that began in November 1976 resulted in the DXY falling 
21% from 106.10 to 83.07. That was the result of delayed rate hike as shown by the negative Fed Fund Rate and Taylor Rule spread 
where it was negative for the past 28 months before the Fed took action to raise rates.  

The most recent rate hike example with a negative Fed Fund Rate and Taylor Rule spread happened in May 2004 where the spread 
stayed negative for the past 36 months before the Fed decided to raise rates. During that rate hike cycle, the DXY fell instead and 
lost 9%.  

After leaving the Fed Funds rate at 0.25% for the past 8 years, the Fed finally began their rate hike cycle in December 2015 after 47 
months of negative Fed Funds Rate and Taylor Rule spread. The 47 months of negative spread was also the longest in history for the 
Fed to delay the rate hike cycle.  

Since the December 2015 rate hike cycle, the DXY has remained relatively flat in terms of price action but we believe the DXY will be 
pressured to the downside regardless of the aggressive tightening phase as the Fed is currently chasing the curve. History have 
shown how a delayed rate hike cycle ends up with a weakening dollar instead. 

Related Reports:  

Technical Analysis: Gold – Limited downside and it’s time to start loading up 

Technical Analysis: Gold – The recent rally might be fading off for now 

Technical Analysis: Gold – The CYCLE BOTTOM is in 

Technical Analysis: Gold – More signs of a cyclical bottom  

Technical Analysis: Gold – Buy the dips 

Technical Analysis: Gold – shining bright like a diamond    

http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160114.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160328.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160328.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/SectorStrategy/SG/GOLD20160621.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/SectorStrategy/SG/GOLD20160621.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160802.pdf
http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20160802.pdf
https://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/EconomicPulse/SG/GOLD20170328.pdf
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the 
Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for 
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
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determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
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Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
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To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
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The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
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IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge 
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the 
analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert 
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


